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INTRODUCTION 

On February 20th, 2006, the European Commission’s Information Society and Media 

Directorate–General launched the first phase public consultation document titled 

“Proposal for a Regulation (EC) of the European Parliament and of the Council on 

mobile roaming services in the Single Market”. In response to this consultation, 

governments, regulators, and industry players made extensive comments, which still 

remain to be addressed by the Commission. 

On the 28th of March, the Commission announced a proposal to regulate retail and 

wholesale roaming prices. A second consultation was announced on the 3rd of April 

to which the GSM Association (GSMA) makes the enclosed response, combining its 

earlier unaddressed concerns with fresh analysis and input. Section 1 of this 

response provides an Executive Summary. Section 2 reviews the Commission’s 

proposals and highlights a number of key concerns. Section 3 provides an impact 

assessment of the Commission’s proposals by the GSMA. Section 4 outlines the 

GSMA’s legal and process concerns regarding the Commission’s proposals. 

The GSMA urges the Commission to:   

• Refrain from regulation where the market is demonstrating that it is delivering the 

desired outcomes; 

• Avoid the material, unintended consequences of hastily prepared legislation that 

has not had a thorough impact assessment conducted; 

• Propose legislation only where it benefits consumers and sustains competition, 

and only when all alternatives have been carefully considered and evaluated; and 

• Respect its own and the legally required processes by undertaking a thorough 

impact analysis and consulting on it. The GSMA is unaware of any impact 

analysis having been completed by the Commission. 
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1 EXECUTIVE SUMMARY 

 

• The Commission has proposed that a concept labelled ‘home pricing’ be 

introduced, which would force mobile operators to charge the same for roaming 

calls as they charge for domestic (home) market calls. In addition, the 

Commission proposes to abolish retail charges for receiving calls whilst abroad 

(‘receiving party pays’) and introduce new, unspecified wholesale regulation. 

• The GSM Association (GSMA) believes that the Commission’s proposal is 

unwarranted and undermines its own vision of simple, seamless communications 

across the European Union (EU). The GSMA believes the proposal will adversely 

impact consumers, mobile operators and the overall competitiveness of the EU. 

 

The EU mobile industry is a highly competitive and functioning market 

where retail prices have fallen for the last 5 years  

• Since 1999, the number of mobile operators and service providers competing in 

EU markets on price, quality and service innovation has more than trebled to 

301,1 an average of more than 12 per Member State.  

• The industry has consistently delivered increasing value to consumers. Driven by 

intense competition, operators’ voice revenues per minute for all calls 

(international roaming & domestic) have declined at an average rate of 5% per 

annum over the last five years.  

• Analysis indicates that retail roaming prices declined by around 8% in 2005. This 

rate of decline is accelerating in 2006, as many operators have announced 

significant price reductions.  

• Proper mechanisms, detailed in the Commission’s own processes, exist to 

determine if a market is competitive. In all instances where these have been 

applied to the mobile roaming market, they have not shown a market failure. 

 

                                                 
1 Source: EC’s Reports on the Implementation of Telecommunication Regulatory Package. 
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The Commission’s proposals are ill-conceived and unworkable, 

requiring operators to provide services below cost  

• Current prices for domestic mobile services (‘home prices’) for most operators are 

significantly below the cost of providing roaming services. Under the ‘Home 

Pricing’ principle, analysis suggests that, across the EU25, roaming services 

would, in theory, have to be offered at up to 19% below cost.2 

• The abolition of retail charges for receiving a call while roaming abroad would 

distort the market, as operators incur a range of costs in providing this service, 

including international transit and termination charges. 

• The Commission has also proposed that wholesale roaming rates be regulated. 

The GSMA believes that this would reduce competition, not promote it. For 

example, applying a uniform, cost-oriented approach to wholesale regulation 

across the EU could be discriminatory and disproportionate, as significant 

differences exist between Member States in terms of cost, market characteristics 

and regulatory environment. For example, a Member State with a legitimately 

higher cost base would be disproportionately and negatively impacted compared 

to a Member State that has a relatively lower underlying cost base. 

 

The Commission’s proposals would lead to significant, unintended 

consequences, which would adversely affect both consumers and 

operators, damaging the competitiveness of the European Union 

Impact on Consumers 

• Under the Commission’s proposals, operators would be required to offer services 

below cost. How operators decide to recover these costs will depend on their 

specific situation and market characteristics. 

• All consumer segments could be adversely affected, should operators decide to 

recover costs by raising domestic prices across their customer base. In particular, 

this would negatively impact the 55% of EU citizens who do not travel outside 

                                                 
2 A.T. Kearney analysis. Assumes significant reduction in wholesale rates and no rise in domestic prices. 
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their own country3 and who would not derive any benefit from lower roaming 

rates. This could mean that less affluent EU citizens would be subsidising better-

off roaming customers. 

• Alternatively, operators may introduce further segmentation and create alternative 

price plans that either partially or totally restrict access to roaming. In this case, 

analysis shows that operators would need to raise domestic prices for customers 

opting to roam by over 7%. Because usage of roaming varies significantly by 

customer, this would result in one roaming subscriber group (i.e. holiday makers 

who do not roam frequently) effectively subsidising another (i.e. frequent 

international business travellers).  

• Different service packages, ‘with’ and ‘without’ roaming, may bring greater 

inconvenience and complexity for consumers. For example, consumers may feel 

they have no option but to maintain two different SIM cards and hence two phone 

numbers (one for domestic use and one for use abroad), or forgo roaming 

altogether. 

• If charges for receiving a roaming call are abolished, roaming customers would 

have an incentive to encourage people to call them, rather than make outbound 

calls themselves. Such a shift in calling patterns would worsen further the cost 

impact on operators and have ‘knock-on’ impact on consumers. 

Impact on Operators 

• The GSMA estimates that the immediate effect of the proposed roaming 

regulation would be to halve the value of the roaming market, reducing operators’ 

revenues, across the EU25, by up to €4.3billion and EBITDA by €2.3billion per 

annum. 

• The proposed regulation would be highly discriminatory, as its effects will vary 

significantly, depending on the characteristics of the mobile operators and the 

markets they operate in. The GSMA believes reductions in current EBITDA levels 

could range between 3 to 20%4, depending on the operator’s current market 

position and size. Those impacted the most are likely to be operators who have 

the lowest domestic rates and/or are marginally profitable, potentially even 

threatening their commercial viability. 
                                                 
3  Source: Eurostat (within a period of a year). 
4  At national mobile operator level. 
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• Reduction in operators’ margins may negatively impact on current and future 

investments. For example, maintaining or extending service to remote locations 

may no longer be financially viable. For example, detailed traffic analysis of the 

Austrian mobile market shows that almost 4% of mobile antenna sites in the 

western mountainous regions of Austria (where it is extremely costly for operators 

to deploy and run mobile networks) would no longer cover their costs. These 

important tourist regions are at an increased risk of losing roaming services under 

the Commission’s proposals. 

Impact on the European Union 

• The combined impact of the Commission’s proposals on consumers, operators 

and the wider telecommunications industry will lead to broader negative 

economic implications for the European economy as a whole. 

• There is a clear risk of losing the EU’s leading mobile technology position in the 

world should investment and research and development (R&D) levels be cut. 

• European mobile operators will be disadvantaged, relative to non-EU operators, 

as a result of this proposed regulation. Regulation of the wholesale roaming rates 

for EU operators will reduce the bargaining power of EU operators vis-à-vis non-

EU mobile operators when negotiating wholesale roaming agreements. 

• In addition, the EU, as a member of the World Trade Organisation (WTO), is 

bound by its General Agreement on Trade in Services (GATS) obligations. The 

Commission’s proposal is understood to be in violation of those obligations in that 

it discriminates between EU and non-EU operators.  

 

It is essential that the Commission understands that its proposals could 

put an end to the seamless roaming capability that mobile phone users 

have been able to take for granted.  

Consequently, the GSMA urges the Commission to:   

• Refrain from regulation where the market is demonstrating that it is delivering the 

desired outcomes; 

• Avoid the material, unintended consequences of hastily prepared legislation that 

has not had a thorough impact assessment conducted; 
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• Propose legislation only where it benefits consumers and sustains competition, 

and only when all alternatives have been carefully considered and evaluated; 

• Respect its own and the legally required processes by undertaking a thorough 

impact analysis and consulting on it. The GSMA is unaware of any impact 

analysis having been completed by the Commission. 
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2 THE COMMISSION’S PROPOSALS  

This chapter outlines the GSMA’s interpretation of the Commission’s proposals and 

highlights a number of key concerns.  

2.1  ‘Home Pricing’  

Under the ‘Home Pricing’ proposal, the retail price for calls while roaming would not 

be allowed to exceed the rate charged by the customer’s home network for domestic 

or international mobile calls. Consequently, prices for domestic mobile services on 

many existing plans (e.g. on-net calls) are likely to be below the actual cost of 

providing roaming services.  

The Commission provides the cross-border banking regulation as an example where 

an equivalent pricing principle was introduced. However, in reviewing the actual 

impact of this regulation, the European Consumers Organisation found that the 

regulation led to increases in national banking charges of some fifty banks - 

increases ranged from 14% to 163%.5  

The cross-border banking regulation clearly demonstrates how unintended 

consequences can result from inappropriate regulation. 

2.2 Abolition of retail charges for receiving calls whilst abroad 

The second proposal is to abolish retail charges to customers for receiving calls while 

roaming in the EU, accompanied by a requirement that callers should not face any 

additional charge to call a roaming customer.   

Operators incur significant additional costs when their customers are called while 

roaming.6 These costs include, amongst others, termination charges levied by the 

operator in the visited country, which may be significantly above their own 

termination costs, and international transmission fees. 

It is unreasonable to require operators to offer services below cost. In fact, it is in 

violation of the fundamental principles of freedom to trade under the EU law.7

                                                 
5  Source: BEUC, International Roaming Tariffs – Commission’s consultation – BEUC comments, 22  March2006, 
p.5. 
6  See Annex 2 – General Facts on Roaming.  
7 See Case T-113/96, Edouard Dubois v. Council and Commission, ECR [1988], II-125; Case 210/03, Swedish Match 
AB and Swedish Match UK Ltd v. Secretary of State for Health, ECR [2004], I-4213. 
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2.3 Regulation of wholesale roaming prices 

The Commission has also proposed that wholesale roaming rates be regulated. 

These proposals require further clarification and thus the GSMA is unable to provide 

a full response. However, the GSMA believes that this could reduce competition, not 

promote it. 

Applying a uniform cost-oriented approach across the EU could be discriminatory 

and disproportionate, as significant differences exist across Member States in terms 

of costs, market characteristics and regulatory environment. For example, a Member 

State with a legitimately higher cost base would be disproportionately and negatively 

impacted, compared to a Member State that has a relatively lower underlying cost 

base. However, proper regulation would require a consistent methodology to be 

applied, as leaving too much flexibility for national regulators could lead to unfounded 

discrimination amongst operators in different Member States. 

Implementation of a cost-based approach at a national level would be highly 

inefficient, cumbersome and unworkable, as it would require detailed cost models to 

be built and maintained for 25 countries and 87 different operators. Also, the speed 

at which NRAs implemented any regulation would vary significantly, thus putting 

operators in ‘early adopter’ Member States at a competitive disadvantage. 
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3 GSMA’S IMPACT ASSESSMENT OF THE COMMISSION’S PROPOSALS 

This chapter outlines the GSMA’s assessment of the impact of the proposed 

regulation using the criteria outlined by the Commission:8

• Outcomes for users and consumers in terms of prices 

• Financial impact on the sector 

• Effects on competition 

• Effects on levels of service at retail and wholesale level 

• Enforceability at European and national level 

• Overall impact on the competitiveness of the European economy 

The impact has been broadly categorised in terms of the key stakeholder groups, 

namely Consumers, Operators and the European Union. 

3.1 Impact on Consumers 

Consumers are benefiting from decreasing roaming prices. Data from a sample of 

operators suggests that retail roaming prices declined at around 8% in 2005. This 

decline is accelerating in 2006, as many operators have announced significant price 

reductions. For example: 

• Orange has progressively introduced flat-tariff communication to many mobile 

networks globally and new roaming bundles enabling users to purchase bundles 

of incoming and outgoing calls for greater transparency of bills. 

• TIM/Telecom Italia launched “TIM Globe” at the end of 2005, offering savings of 

36% against the standard tariff. 

• T-Mobile has introduced minute bundles whereby a certain number of roaming 

minutes can be purchased (e.g. 20 or 30 minutes) at substantially lower prices. 

• Vodafone Passport is now offered in 12 out of the 25 EU member states, making 

a link between consumers’ home tariffs and roaming prices after recovery of 

roaming costs through a connection fee. 

                                                 
8 See Annex 3 for a report commissioned by the GSMA ‘Impact of the EC’s proposed regulation of international 
roaming prices’ prepared by CRA International. 
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• O2 and Telefónica Móviles have announced packages that provide a pan EU flat-

rate for UK customers and that remove charges when receiving calls abroad. 

• All operators serving the corporate segment are subject to substantial pressure to 

discount roaming tariffs for heavy usage firms.  

These examples only reflect some of the recent offers in the market. However, the 

above 5 operator groups represent 72% of the EU roaming market. 

The GSMA believes that no regulation should be adopted where the market is 

demonstrating that it is delivering the desired outcome for consumers. Furthermore, 

the proposed regulation will cause unintended consequences that will adversely 

impact the consumer.  

3.1.1 To recover losses on roaming services, mobile operators may be forced 
to raise end-user prices for domestic mobile services 

Current prices for domestic mobile services (‘home prices’) for most operators are 

significantly below the cost of providing roaming services. Under the ‘Home Pricing’ 

principle, analysis suggests that, across the EU25, roaming services would, in theory, 

have to be offered at up to 19% below cost.9 However, the impact varies significantly 

from one Member State to another. For example, UK operators would be required to 

offer roaming services at three fifths the cost of local roaming calls and German 

operators would be required to offer roaming services at half the cost of international 

roaming calls. 

How operators respond to this proposed regulation will depend on their specific 

situation and market characteristics. It is possible that operators may choose to: 

• Recover costs by raising domestic prices across their customer base. In 

particular, this would negatively impact the 55% of EU citizens who do not travel 

outside their own country10 and who would not derive any benefit from lower 

roaming rates. This, in effect, could lead to less affluent EU citizens subsidising 

better-off roaming customers; or 

• Introduce further segmentation and create alternative price plans that either 

partially or totally restrict access to roaming. In this case, analysis shows that 

operators would need to raise domestic prices for customers opting to roam by 
                                                 
9  A.T. Kearney analysis. Assumes significant reduction in wholesale rates and no rise in domestic prices. 
10 Source: Eurostat (within a period of a year). 
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over 7%. Because usage of roaming varies significantly by customer, this would 

result in one roaming subscriber group (i.e. holiday makers who do not roam 

frequently) effectively subsidising another (i.e. frequent international business 

travellers). 

3.1.2 Further segmentation could increase complexity  

Different service packages, ‘with’ and ‘without’ roaming11, may cause greater 

complexity and inconvenience for consumers. For example, consumers may feel they 

have no option but to maintain two different SIM cards and hence two phone 

numbers (one for domestic use and one for use abroad). Alternatively, consumers 

may simply choose a domestic-only service package and forego the advantages of 

roaming. This would fundamentally undermine the Commission’s objective of a 

ubiquitous service. 

3.1.3 The majority of consumers could be adversely impacted  

Approximately two thirds of all consumers in the EU Member States do not roam and 

therefore will not benefit from the proposed regulation. In fact, they might be subject 

to a potential increase in domestic prices – depending on how operators decide to 

recover costs - or they may even be unable to have the option to roam within their 

tariff plan. Analysis of the different segments of roaming customers reveals that the 

major beneficiaries from a roaming regulation would be business customers and 

more affluent leisure consumers who frequently roam, at the expense of consumers 

who roam less frequently. 
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11 As used to be the case for most pre-pay customers before mobile operators introduced and deployed cross-border 
real time credit checking technology. 
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3.1.4 Regulation may result in an overall loss of value for consumers 

Whilst a reduction in roaming prices may result in an increased volume of roaming 

calls, any increase in domestic tariffs where consumers are more price-sensitive, 

could result in lower domestic call volumes. As consumers typically buy a package of 

services, the net result could be a reduction in total calls made (domestic plus 

roaming). Therefore the package of services will be of less value to consumers. 

3.2 Impact on Operators  

The GSMA estimates that the immediate effect of the proposed wholesale and retail 

roaming regulation will be to halve the current roaming market, reducing operators’ 

revenues across the EU25 by up to €4.3billion and EBITDA by €2.3billion. While 

operators might mitigate the negative financial impact of the regulation by raising 

domestic prices or restricting customer choice, they would still be expected to suffer 

a loss in overall revenues and profitability with consequent adverse impacts on 

investment.   

3.2.1 Regulation will distort a competitive and functioning market 

The proposed retail and wholesale roaming regulation will be discriminatory as the 

effects of regulation will vary significantly depending on the characteristics of mobile 

operators and the markets they operate in. Differences exist in population density, 

scale of networks, geographical terrain, spectrum allocations, land and labour costs. 

The impact of the separate elements of the Commission’s proposal (home pricing, 

receiving party pays, and wholesale regulation), will also vary by operator type. 

Reductions in EBITDA could range between 3% to 20% of current levels. Those 

impacted the most would be operators who have the lowest domestic rates, and/or 

are marginally profitable, potentially even threatening their commercial viability. 
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Furthermore, MVNO's and other service providers operating on a leaner cost base 

with more specific targeted customer segments would be able to offer lower prices 

for services that included the option of not roaming than traditional mobile operators 

who offered roaming for all customers and averaged out the cost impact, leading to 

intensified competition on retail roaming charges. 

3.2.2 Selected sites may no longer be financially viable 

The immediate effect of roaming regulation is that it will reduce the contribution 

margins that operators receive from roaming services, which may result in a number 

of remote locations no longer being financially viable to serve. For example, detailed 

traffic analysis of the Austrian mobile market shows that almost 4% of mobile 

antenna sites in the western mountainous regions of Austria would no longer cover 

their costs12. The sites affected were built to serve tourists and are only used for part 

of the year.  As this example shows, these types of regions are at an increased risk of 

losing roaming services under the Commission’s proposals. 

3.2.3 Operators might reduce investment due to a lower return on capital  

Operators will have a lower return on capital primarily driven by lower margins and a 

potential drop in overall demand for mobile services. To mitigate the risk, operators 

 
12  See Annex 1 – Case Study: Austrian Market. 
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may selectively restrict their planned investments in network coverage and new 

products and services. For instance, a fall in roaming margins may reduce the 

incentive to upgrade networks in specific member states where the per-capita income 

is lower and customers generate lower ARPU for the operator.  

Analysis shows that, based on the current relationship between capex and sales 

revenue, a drop in roaming revenues at an aggregate level of up to €4.3 billion, could 

lead to investment levels falling by €500 million across Europe. Investment levels 

would fall by differing amounts across Europe, with Eastern European operators 

being affected more adversely. Estimating the drop in roaming revenue split by 

Eastern and Western European operators, the drop in capital expenditure would be 

9% of current levels in Eastern Europe compared to 3% in Western Europe. 

3.3 Impact on the European Union 

GSM has been a major success for the European mobile industry and the ability to 

roam was a key factor in its success as an international standard.  

The various possible implications of a roaming regulation on consumers, operators 

and the wider telecommunications industry will together lead to broader negative 

economic implications for the European economy.  

3.3.1 EU communications industry players will be weakened, adversely 
impacting the EU economy 

Today, the mobile industry is a key pillar of the European Information Communication 

Technology (ICT) sector, which is worth €614 billion and accounts for approximately 

40% of productivity growth and 25% of overall growth in Europe.  The sector also 

contributes significantly to the overall employment in Europe, as the share of ICT-

related jobs in selected European countries varies between 14% to 28%. 

Since the ICT sector (and in particular the mobile industry) is such an important 

contributor to the European economy, the impact of the proposed roaming regulation 

on consumers, operators and the wider telecommunications industry will undoubtedly 

also have broader economic implications for the European economy as a whole.  

It can be argued that European mobile operators may be disadvantaged in 

comparison to non-EU operators as a result of this proposed regulation. The 

regulation could result in European operators reducing their investment levels by up 

to 9%, relative to current levels. European operators would need to reduce their 

investment levels in order to meet the capital markets’ expectations of return on 
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capital. Non-EU operators (who are not subject to regulation) could continue to invest 

over and above EU operators in network modernisation and expansion activities, 

whilst fulfilling investor expectations. The result could be that EU operators 

consistently under-invest relative to non-EU operators, and as a result risk losing 

their leading technology position in the world. Further negative knock-on effects could 

be felt by their suppliers, and seen in reduced uptake of innovative mobile 

technologies as well as the broader European economy. 

Moreover, the current proposal by the EC will represent a major expansion of 

regulation into a dynamic and highly competitive industry. In this regard, regulation 

will reduce investor confidence due to an increase in the level of regulatory risk 

associated with investing in the EU. This would also signal to the market that similar 

regulation could be extended to other aspects of the communication industry. 

Lower investor confidence will not only decrease the market valuations for operators 

but further deter overall investment levels within the EU. This would reduce the 

competitiveness of the EU relative to alternative destinations for investment. 

Finally, regulation of the wholesale roaming rates for EU operators will reduce the 

bargaining power of EU operators vis-à-vis non-EU mobile operators when 

negotiating wholesale roaming agreements. 

3.3.2 The proposed regulations violate WTO obligations13 

The EU is a member of the WTO and is, thus, bound by its obligations under the 

WTO agreements, and notably the General Agreement on Trade in Services 

("GATS").  In particular, Article XVII GATS sets out the so-called "national treatment" 

rule.14 Even though the precise scope of the regulation remains unclear, if a non-EU 

operator purchasing international roaming services from an EU operator (where its 

customers are roaming in the EU) would pay a higher, non-regulated IOT than an EU 

operator, for the same services, the Community offers a "less favourable" treatment 

to service suppliers of another WTO Member than to its own service suppliers.  

Such less favourable treatment modifies " the conditions for competition" in favour of 

an EU service supplier whereby higher roaming charges could decrease demand for 

                                                 
13  See Annex 4 for further details. 
14 Formally identical or formally different treatment shall be considered to be less favorable if it modifies the 
conditions of competition in favour of services or service suppliers of the Member compared to like services or 
service suppliers of any other Member." (emphasis added). 

  16 



 

roaming services (non-EU customers will call less in the EU or will buy local SIM 

cards), leading to a decrease in revenues for non-EU operators.  Similarly, when 

bidding for a corporate global telecommunications services contract, non-EU 

operators may be at a competitive disadvantage without access to lower EU roaming 

charges.  

In addition, Article 5(a) of the Annex on Telecommunications provides a non-

discrimination obligation. Since non-EU mobile operators will not benefit from 

regulated wholesale international roaming prices when their customers roam on an 

EU operator's network, one could reasonably consider that non-EU operators are 

discriminated against, in violation of Article 5(a). 
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4 LEGAL AND PROCESS CONCERNS 

This chapter outlines the GSMA’s legal and process concerns regarding the 

Commission’s proposal to regulate international roaming services. 

In the GSMA’s opinion, the current proposed legislation is in violation of: 

• The existing EU telecoms New Regulatory Framework ("NRF"); 

• The EU Treaty; and 

• The Commission’s own stated pre-legislative process. 

These issues were highlighted by the GSMA and others in the first consultation 

response of the 22nd of March 2006, but have yet to be addressed by the 

Commission. A brief summary of the key issues is set out below, with further detail 

provided in Annex 4 to this document. 

4.1 Need for alignment with the New Regulatory Framework 

The field of electronic communications is regulated pursuant to the NRF, which 

provides that "all transmission networks and services should be covered by a single 

regulatory framework"15. This provides a holistic regulatory framework, grounded on 

firm economic principles, that is the basis upon which participants have invested in 

the industry. The by-passing of the current on-going review process embedded in the 

NRF, with the adoption of new legislation outside of this process, is in contradiction 

of, and fundamentally undermines, the NRF. 

Furthermore, telecommunications operators derive a number of rights from the NRF, 

several of which are violated by the current process including, inter alia:  

(i) the principle of proportionality, with the current proposed regulation clearly being 

disproportionate and ineffective in achieving the objectives it claims to seek (no 

rationale has been provided as to the need for urgency, disregarding Commission 

practice guidelines, or the need to by-pass the normal legislative instrument of a 

directive); 

(ii) the principle of subsidiarity, which is violated by the adoption of a regulation at the 

EU level for roaming services while NRAs continue to review such national markets; 

                                                 
15 Recital 5 of the Framework Directive. 
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(iii) the principles of legitimate expectations and legal certainty, which are 

undermined by ad hoc and unjustified regulation adopted outside the scope of the 

Commission’s legislative framework of the NRF. 

4.2 Article 95 is not an appropriate basis for legislation 

As also highlighted by many other respondents to the first consultation, Article 95 is 

an illegal basis for the Commission to take action in this field.  

Article 95 grants the Community the right to harmonize Member State rules. 

Accordingly, Article 95 requires the existence, or likely existence, of disparate 

Member State rules established by law or administrative action in order to legislate.16 

This has been confirmed by the European Court of Justice on numerous occasions.17 

However, currently there are no national laws or regulations on international roaming 

services and, therefore, nothing to be harmonized, and no such laws are likely to be 

adopted by Member States. 

4.3 Violation of consultation principles and impact assessment requirements 

The Commission outlines its requirements for consultation procedures in the 

"Communication on Consultations”18, and the "Impact Assessment Guidelines"19. As 

the Commission states "It goes without saying that, when the Commission decides to 

apply principles and guidelines, its departments have to act accordingly."20

The Commission has committed to respect certain minimum standards during 

consultation but has violated these standards in the current process. First, the 

consultation does not comply with the requirement that "[a]ll communications relating 

to consultation should be clear and concise, and should include all necessary 

information to facilitate responses."  The first consultation was limited to 3 general 

questions, with no indication on the substance of the contemplated measures.  The 

                                                 
16  The second sentence of Article 95(1) provides that "[t]he Council shall […] adopt the measures for the 
approximation of the provisions laid down by law, regulation or administrative action in Member States which have as 
their object the establishment and functioning of the internal market"  (emphasis added). 
17  See, inter alia, Case C-376/98, Germany v. EP & EU Council, Judgement of 5.10.2000, §93, ECR [2000] I-8419, 
Case C-434/02, Arnold André GmbH & Co. KG v. Landrat des Kreises Herford, Decision of 14.12.2004 §41-43, ECR 
[2004] I-11825. 
18  Communication from the Commission towards a reinforced culture of consultation and dialogue — General 
principles and minimum standards for consultation of interested parties by the Commission, 11 December 2002, 
COM(2002) 704 final. 

19  15 June 2005, SEC(2005) 791.   

20  See Page 10 of “Communication on Consultations”. 

  19 



 

second consultation merely sets out the broad pricing principles that the Commission 

proposed to introduce at the retail level.  Second, the time periods for consultation do 

not meet the minimum level established by the Commission. 

Furthermore, for major policy initiatives, the Commission must conduct an "impact 

assessment".  In view of the extremely limited time available before a regulation on 

roaming is expected to be proposed, it would appear that the Commission will not 

conduct an adequate impact assessment of the regulation of roaming and will instead 

proceed with the adoption of the draft regulation on roaming in isolation.  A thorough 

impact assessment can only be based on the actual detail of the proposed regulation 

and must cover all material impacts, including impact on consumers, impact on 

mobile operators and wider telecommunications industry, and impact on the 

European Union, as set out in Section 3 of this response. 

The Commission's departure from its own principles inevitably undermines the very 

purpose of the consultation and such an expedited process will deliver regulation with 

unexpected effects, which are described in this response. 
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ANNEX 1  
 
Case Study: Austrian Market 
 
Site-by-site traffic analysis of the Austrian mobile market shows that almost 4% of 

mobile antenna sites in the mountainous regions in the west of Austria would no 

longer cover their costs, if the European Commission’s proposal for regulation of 

international roaming in Europe is implemented.1

In particular, the Commission’s proposal would put sites in hundreds of remote 

locations at risk where it is extremely costly for operators to deploy and run a mobile 

network due to the challenging geographic environment. In order to limit the losses 

caused by lower visitor roaming revenues, operators may have no alternative than to 

stop offering mobile services at these locations. They would certainly be unlikely to 

invest in deploying new services such as 3G. This would result in a sharp decline in 

network coverage and reduced convenience for mobile customers. It would be 

detrimental for tourists (skiers and hikers in particular) and local residents, as they 

would no longer be able to make and receive calls from friends and family, or be 

reachable in the case of an accident. 

 

At a time when the Austrian mobile industry is currently not able to earn its cost of 

capital, the introduction of the proposed regulation would further reduce the incentive 

for mobile operators to invest in the modernisation and expansion of the mobile 

network infrastructure and may lead to an acceleration of the ongoing market 

consolidation. 

 

                                                 
1  In this analysis for each site, direct variable costs (e.g. interconnection, energy costs) and direct fixed costs (e.g. 
site rental, depreciation of equipment, maintenance) were subtracted from voice and data revenues generated by 
domestic customers and roamers at the respective site. It is important to note that one simplifying assumption made 
is that leased line costs per site would be equal across the country. This would significantly underestimate the 
number of sites with a negative profit contribution, since the “actual” leased line cost would be much higher to 
connect a remote location to the network than it would be for sites in urban areas. 



ANNEX 2  
 
General Facts on Roaming 
 
There are additional cost elements (other than the “normal” costs of mobile call 

origination and call termination into a mobile or fixed network) which are clearly 

associated with providing roaming services. These include (non-exhaustively): 

• Reaching and maintaining bilateral roaming agreements; 

• Implementation of technical infrastructure, testing and updating; 

• Payments to roaming clearing houses; 

• Payments to signalling link providers; 

• Increased signalling traffic on own network for location updates, i.e. 

authentication, authorisation and accounting. 

In addition to the extra signalling to deliver an international roaming service, there are 

also additional cost elements for prepaid customers in routing the call to the home 

network, checking the prepaid customer’s roaming rights and credit, and then 

forwarding the call to the terminating network. 

Finally, there are additional costs for receiving a call while roaming, which explains 

why the “receiving party pays” principle is appropriate.  

Receiving a call while roaming always has an international element to it, since the 

call is first routed via an international transit carrier to the home network to identify 

the location of the roaming customer. The call is then terminated back onto the 

international transit carrier and then terminated onto the visited network. Although the 

calling party pays for mobile origination and termination onto the home network, it is 

clear that the receiving party needs to pay the costs of terminating the call back onto 

the international carrier and the termination onto the visited network. Otherwise, the 

home network would end up with uncovered cost. 
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1. Summary 

CRA International has undertaken an independent economic assessment of the likely 
impact of the European Commission’s proposals for regulation of international roaming 
services as set out in the Commission’s Second Phase Public Consultation (the 
Consultation Document).1   

Our analysis demonstrates that there are a number of significant, unintended, effects that 
the Commission’s proposals are likely to create with the result that the proposals risk 
leaving many mobile customers worse off.  The proposals are likely to force up prices for 
domestic services on tariffs that allow customers to make and receive calls while roaming.  
To avoid these higher prices, many customers would switch to tariffs that do not allow 
roaming.  Even customers who want to continue to roam may opt to have two mobile 
subscriptions – one with higher domestic charges that allows roaming and the other to 
avoid the higher charges for domestic calls. The net result of these effects could be that 
demand for mobile services is lowered overall. 

Given the scale and risks of the proposed intervention, we believe the net benefit would 
be negative, and therefore recommend that the Commission undertake a detailed 
assessment.  In general, any proposal for highly intrusive regulation should be based on a 
thorough analysis of an enduring market problem.  Regulation that is not based on the 
established regulatory framework and principles can raise the regulatory risk to investing 
in the EU overall. 

The Commission has put forward three specific regulatory proposals and we summarise 
our findings on each below. 

(i)  ‘Home Pricing’  

Under the ‘Home Pricing’ proposal, the retail price for calls while roaming would not be 
allowed to exceed the rate charged by the customer’s home network for domestic or 
international mobile calls. This proposal has a number of potential flaws: 

• Prices for domestic mobile services on many existing plans (e.g. on-net calls) are 
likely to be below the actual cost of providing roaming services.  

• There would be a risk that customers in higher cost countries would purchase pre-pay 
SIM cards from operators in countries with low domestic retail prices and use roaming 
on those SIM cards for their normal mobile service, potentially creating significant 
financial losses to the operator providing the retail services. 

                                                

1  European Commission, Second Phase Public Consultation on a Proposal for a Regulation (EC) of the European 
Parliament and of the Council on mobile roaming services in the Single Market, 3 April 2006. 
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• There would also be a significant risk that operators or service providers with higher 
wholesale charges may purchase SIM cards for pricing plans in other countries with 
low domestic prices.  Such an operator or service provider would have an incentive to 
make large volumes of calls with the wholesale revenue that they receive on these 
calls being greater than the retail prices that they have to pay.   

• Such a situation would not be sustainable, as it would create large losses for the low 
price operators and most likely lead to price rises to a common level in absolute 
terms, despite differences in the underlying cost base between EU countries. 

• To prevent the risk of large losses, operators would need to set their retail prices on 
plans that allow roaming at least as high as the highest wholesale roaming price in 
Europe.  In this regard, the proposal would impact most the operators that are setting 
the lowest prices for domestic mobile services with a risk that competition is distorted.  
Going forward, operators would have less scope to compete by undercutting existing 
domestic prices. 

• To avoid higher prices for domestic mobile services, most customers are instead 
likely to opt to be on plans that do not allow roaming (or only allow a small number of 
roaming calls) – these customers would lose the option to roam that they currently 
have.  

• In recent years, many operators have made roaming available to all customers, not 
least to recover their investments in specialist roaming service and billing platforms, 
but this trend is likely to be reversed.   

• Customers who do want to continue to roam would be likely to subscribe to two 
mobile subscriptions (and two numbers) with one for roaming and the other for lower 
priced domestic calls. If customers end up using separate subscriptions for roaming 
services, then there is no reason to expect the ‘Home Pricing’ approach would result 
in lower roaming prices. 

• The particular effects are likely to vary across the EU depending on how the 
regulation impacts the pricing of particular operators and the extent to which different 
types of customers would be prepared to switch to tariffs that do not allow roaming or 
to acquire two subscriptions. 

(ii)  Abolition of charges to receive calls while roaming 

The second proposal is to abolish charges to customers for receiving calls while roaming 
accompanied by a requirement that callers should not face any additional charge to call a 
roaming customer.  This would have negative consequences given that: 

• Operators incur significant additional costs where their customers are called while 
roaming as they need to pay the termination charge levied by the operator in the 
visited country, which may be significantly above their own termination costs, as well 
as international transmission.  
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• There would be a risk that operators or service providers in countries with high 
termination charges would purchase SIM cards from operators with low prices and 
make large volumes of calls between the SIM cards positioned in each country. This 
would provide them with the ability to earn termination revenues significantly above 
the on-net retail prices they would need to pay.   

• Customers who make regular international calls may also provide the person they are 
calling with a pre-pay SIM card from their local operator so as to pay local call prices 
instead of international call prices.  

• To avoid the risk of large losses, operators would need to raise their prices for 
domestic mobile services to cover the costs of both domestic and international calls.  
Operators are also likely to seek to limit the ability of their customers to be called 
while roaming. 

(iii)  Regulation of wholesale roaming prices 

The Commission has also proposed that wholesale roaming rates be regulated, 
potentially in the form of cost-oriented obligations or a capping mechanism.  The impact 
of wholesale regulation will vary depending on the form of the regulation – cost based 
price regulation is a highly intrusive form of regulation that is generally only applied in 
cases of enduring economic bottlenecks.  Potential impacts of wholesale regulation 
include: 

• Where regulation reduces wholesale roaming prices, many operators would need to 
raise prices for other mobile services (e.g. monthly charges, prices for calls and data 
services) to ensure that they can recover their overall costs – nevertheless operators 
that are particularly reliant on roaming may incur significant losses in the transition to 
new price structures. 

• If regulation reduces wholesale roaming prices below the incremental cost of 
providing the services for particular operators, those operators may cease to supply 
wholesale roaming services. 

• Lowering roaming revenues risks reducing investment, particularly in more remote 
(e.g. tourist) areas or poorer Member States, where network investment is closely 
correlated to roaming revenues. 

• Regulation risks distorting the pattern of competition through its differential impact on 
operators in the same market.  For instance, requiring operators to set their 
wholesale roaming prices based on their domestic prices would (perversely) penalise 
operators that have the lowest domestic prices.   
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• Operators could use access to regulated cost-based wholesale roaming prices to set 
up as MVNOs2 in each other’s markets.  This would represent a fundamental change 
in industry structure with potentially large, longer-term harm to efficiency.  Operators 
could be deterred from entering each other’s markets as new network players, 
reducing the level of network competition going forward.    

• Regulation of wholesale prices between EU operators may require that those lower 
wholesale prices be passed on to operators outside the EU as a result of 
international trade agreements. This would effectively reduce the value of EU 
exports while at the same time taking away a key means by which EU operators 
could bargain for lower roaming rates outside the EU to the benefit of EU 
consumers. 

                                                

2  MVNOs are mobile service providers that do not operate their own network. 
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2. The Commission’s Proposals 

This section describes the Commission’s regulatory proposals and identifies issues that 
would need to be resolved if regulation of the nature proposed were to be implemented. 

2.1. REGULATION OF RETAIL ROAMING CALL PRICES 

The Commission has proposed that retail roaming prices should not exceed the 
customer’s home prices for comparable domestic mobile services (the ‘Home Pricing’ 
approach).  The Commission has provided examples as to how the proposal would apply 
to specific calls.  For instance, a local call while roaming should not be more than the 
price for a local mobile call at home.  Further, a call home while roaming should not be 
more than the price of making a call from the home country to the country that the 
customer is in. 

The Commission states that its proposal is designed “to bring about substantial 
reductions in retail prices for consumers” and “to ensure that prices for consumers are 
transparent, readily comprehensible, and parallel to the extent possible those domestic 
prices (i.e. prices in the consumer’s Home Member State) to which the consumer is 
accustomed”.  While a desire to bring about lower prices is understandable, it does not 
provide a sufficient reason for intervention as further analysis is needed as to whether it 
makes sense to single out roaming prices for regulation when regulation is not considered 
desirable in relation to the prices of most other products.  As the Commission’s own 
Impact Assessment Guidelines state: 

“You need to establish the ‘drivers’ – or causes – behind the problem (how particular 
factors lead to the problem) and the ways in which these different drivers influence one 
another directly or indirectly. Doing so helps you to tackle root causes rather than 
symptoms.”3          

In particular, analysis can help identify whether there is, in fact, any problem of insufficient 
competition and/or insufficient transparency in relation to retail roaming prices, whether it 
applies across the EU or only in some Member States and whether it is expected to 
endure in the absence of regulation.  Understanding the nature and extent of any problem 
is important to ensuring that the regulatory proposal effectively targets the problem, such 
as by promoting competition or improving transparency, and to ensure that the solution is 
proportionate to the problem that it is intended to address.  

As well as the more general concern that it is difficult to assess the design of regulation in 
the absence of a clearly identified market failure, there are also a number of specific 
issues in relation to how the specific regulatory proposal would work in practice: 

                                                

3  European Commission, Impact Assessment Guidelines, 15 June 2005, p.17. 
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• What test would apply to “consumer familiarity” in judging the appropriateness of a 
roaming price? Most roaming calls are to a caller in a different country to the one 
visited by the roamer (typically calls to family or the workplace) but very few 
consumers select their domestic tariff plan with any awareness of cross-border tariffs 
and rarely if ever make such calls;  

• How is the regulation to apply in cases in which it would imply retail roaming prices 
that are below the cost of the service – it would appear completely inappropriate for 
the Commission to compel operators to supply roaming services in such 
circumstances; 

• Would the regulation apply to MVNOs and other mobile service providers as well as 
mobile operators - if mobile services providers were not regulated, there would be a 
significant risk of distorting business’ decisions in relation to the vertical structure of 
the industry; 

• Would customers be entitled by the regulation to use available inclusive minutes to 
make roaming calls and how should the regulation apply to particular tariffs and 
special offers made available by operators and MVNOs - for instance, should a 
customer calling a family member or colleague who is a subscriber of the same 
network and who is also abroad be entitled to their domestic on-net call prices, 
particularly as such prices can be relatively low; 

• Would operators be forbidden to adapt tariffs to mitigate the impact of such changes; 
and 

• Will there be transitional arrangements given that existing tariffs have not been 
developed to take into account the need to recover roaming costs across all services 
and that introducing new contracts and changes to billing systems will take 
considerable time. 

Depending on the approach that the Commission takes to these issues, the regulation 
may have further consequences in addition to those discussed in Section 3 of this report. 

2.2. REGULATION OF WHOLESALE ROAMING CALL PRICES  

The Consultation Document notes that action would also be required at the wholesale 
level “since otherwise operators could be faced with a situation where they were forced to 
sell retail roaming services at a loss.”  Any regulation at the wholesale level should 
similarly be based on an analysis of the nature and extent of any problem in relation to 
wholesale roaming markets.  In this regard, we note that the Commission has already 
accepted that at least one national market (the Finnish market) for wholesale roaming 
services is effectively competitive.  To the extent that individual national markets are 
found to be effectively competitive (a decision of national regulators over which the 
Commission has a veto power), there would appear to be little case for regulation to be 
imposed or maintained in such markets.    
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The Commission is still developing its ideas in relation to wholesale price regulation, 
although three options are identified in the Consultation Document: 

(i) cost-oriented obligations – while not stated in the Consultation Document, 
this could be a general obligation to charge cost-oriented prices (i.e. without 
the specification of actual prices) or a requirement that prices are set in 
relation to some benchmark such as domestic prices;   

(ii) a capping mechanism – although the Commission has not indicated how it 
would determine the particular price cap; and 

(iii) cost models and enforcement mechanisms when they have been developed 
by regulatory authorities. 

The impact of wholesale regulation can be expected to vary significantly depending on 
what form of regulation is adopted.  This will depend on 

• the level of wholesale prices that is ultimately set;  

• the detailed design of the regulation including whether the regulation creates links 
between roaming and other prices (which may potentially impact those other prices); 

• whether a single rate is applied uniformly across individual operators within a market 
or even across the EU (which may create significant differences in effects on 
operators and markets and may distort the competitive process); and  

• how closely prices are regulated in line with costs (which may affect operators’ 
incentives to invest in new technology to lower costs over time).4   

While we have sought to identify potential effects of regulation in this report, we note that 
it is difficult to ensure a thorough impact analysis in the absence of a specific proposal.      

2.3. ABOLITION OF RECEIVED CALLS CHARGES 

The Commission proposes to abolish charges to customers for receiving calls while 
roaming in another EU Member State and that callers should not face any additional 
charge as a result of that provision.  The Consultation notes that the current 
arrangements are contrary to the usual calling party pays principle in Europe.  However, 
the current system is based on the fact that a person calling a customer who is roaming 
will not necessarily know that the customer is roaming – the current system enables the 
caller to know the cost of the call beforehand without needing to know where the 
customer being called is currently.  Therefore, the additional call costs (as discussed in 

                                                

4  For instance, even if 3G technology were to result in lower costs than 2G technology, there would be significant 
risks to investment incentives if regulators were to set prices (for roaming or termination) at the lower level of 
costs.  Why would an operator incur risks in investing in new technology, if they were not able to retain the 
returns to that investment if it was successful while being left with large losses if the technology does not 
succeed.    
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Section 3.1.3) arising from the customer being abroad are recovered in a separate charge 
on the roaming customer.  Under the Commission’s proposal, it is not clear whom the 
Commission believes should pay for the additional cost.  It is doubtful that requiring cross-
subsidies between services is preferable to the current system.  

This proposal is similar to the ‘Home Pricing’ approach in creating a significant risk that 
call prices (in this case for calling a mobile customer while they are roaming) would be set 
below costs.  In particular, the price would not take account of the additional costs of 
calling a customer while roaming rather than when they are in their home country, 
including that mobile termination costs may be higher in the visited country.           

3. Economic impact of the Commission’s Proposals  

In this section, we consider the likely direct impact on consumers, the telecommunications 
industry and the European economy more broadly of the regulation of international 
roaming services.    

3.1. IMPACT ON CONSUMERS 

In analysing the impact on consumers, we first consider effects that would be likely to 
result from general regulation of retail roaming prices.  After this general discussion, we 
then consider effects of the Commission’s specific regulatory proposals in relation to retail 
prices for making and receiving calls while roaming.  For the purpose of this analysis, we 
assume that wholesale prices will be set at cost whether as a result of competition in 
particular markets or regulation.  We consider issues associated with the Commission’s 
wholesale regulation proposal in Section 3.2 including the difficulties in measuring costs 
and the incentive effects such regulation may have. 

3.1.1. General regulation of roaming charges 

Assessing the impact of regulation of roaming on consumers is complicated by the fact 
that roaming services are not supplied independently.  In particular, customers buy retail 
international roaming services as part of a bundle of services supplied by their chosen 
operator that also includes access to the network and other retail voice and data services.  
When services are sold as a bundle, firms will often recover the cost of the bundle by 
setting prices that generate different levels of contribution from the different services sold.  
For example, wine served in restaurants will generally have a relatively high mark-up over 
the wholesale cost, but it is sold as part of a bundle that includes food, atmosphere and 
other aspects of the overall service.  Firms in competitive markets that offer bundles of 
services will tend to recover different contributions from the services supplied because of 
differences in customers’ price sensitivities.  By focusing on the key price sensitivities 
within the bundle of services, firms can maximise the overall demand for their services.  
For instance, by setting a higher markup on wine and a lower price for food, restaurants 
can maximise the overall demand for their services. 

The pricing of services sold as part of a bundle will be affected by the overall cost of 
supplying the bundle, the demand for and prices of the other services being sold as well 
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as the competitiveness of the market in which the bundle is sold.  The consequence of 
reducing the price for one service is likely to be that the prices of other services sold in 
the bundle will need to rise.  This can be seen clearly in the case of operators that are 
currently only marginally profitable, as these operators would need to raise their other 
prices if they are to maintain their overall financial viability.  In effect, regulation would 
shift the recovery of fixed and common costs from roaming services to other mobile 
services, potentially including those currently subject to price regulation such as mobile 
termination charges in numerous EU countries.   

Even operators that are currently profitable would also be expected to raise prices for 
other services in response to a reduction in roaming revenues.  Operators will currently 
be setting the prices for access and other mobile services taking into account the 
implications of their prices for retaining and attracting customers and the revenues 
associated with those customers, including roaming revenues.  Operators will be 
prepared to lower access and other prices to retain and attract customers provided that 
the overall revenues they are expected to bring exceeds the costs.  If roaming revenues 
fall, then the current level of other mobile prices offered on particular plans or to particular 
customers may no longer be justified.  In particular, operators will need to raise their 
prices so that they do not make losses on customers that are only marginally profitable 
currently.    

It should be noted that the belief that regulation of some mobile prices will lead to higher 
prices for other mobile services has been accepted by regulators in the context of 
regulation of mobile termination.  For instance, even though the UK Competition 
Commission did not consider that the UK mobile market was fully competitive at the time, 
it nonetheless stated that: 

“in our view, there will be a waterbed effect, ie most of the reductions in revenue from 
termination charges being capped will be recovered from the retail market.”5 

The European Commission has also noted in relation to the regulation of cross-border 
banking payments that “If a bank considers that it has to offset its loss of income resulting 
from the introduction of the Regulation by increasing the price of domestic transfers, the 
Regulation does not prevent it from so doing.”6  In reviewing the actual impact of the 
cross-border banking regulation, the European Consumers Organisation found that the 
regulation appeared to lead to increases in national banking charges of some fifty banks 
with the increases ranging from 14 per cent to 163 per cent.7 

                                                
5  UK Competition Commission, Vodafone, O2, Orange and T-Mobile, 2003, para. 2.563. 

6  European Commission, Cross-border transfers in euros as from 1 July 2003 - Frequently asked questions, 
26 June 2003. 

7  BEUC, International Roaming Tariffs – Commission`s consultation – BEUC comments , 22 March 2006, p.5. 
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The need to balance benefits to some customers and costs to other customers   

The likelihood that regulation will force up the prices for other mobile services suggests 
that regulation will have differential impacts across customer types.  The major users of 
roaming services are business customers.  For large corporate customers that tend to be 
on customised pricing plans, the rebalancing in prices may be entirely internalised in the 
contract.  For instance, operators may respond to lower roaming prices by reducing the 
level of overall discount provided to these customers so that these customers are left no 
better off.  To the extent that business customers do benefit from lower roaming prices, 
any resulting consumer benefit would depend on the degree to which the cost savings are 
passed through to consumer prices.    

In terms of residential customers, frequent users of roaming services are likely to be from 
higher income groups while most mobile customers tend to make relatively few roaming 
calls.8  For operators that are currently only marginally profitable, a reduction in roaming 
revenues is likely to require these operators to recover a greater share of their fixed and 
common costs from general mobile services.  This could mean that most mobile 
customers are made worse off.     

Impact on overall service volumes and consumer welfare 

In assessing the overall impact on consumers, it is important to note that significant price 
differentials across services can be welfare enhancing.  In particular, the overall volume 
of mobile services will be higher if a large proportion of costs are recovered from services 
for which customers are relatively price insensitive as this then enables lower prices for 
services for which customers are price sensitive. Operators can be expected to set their 
prices commercially to make returns where customers are willing to contribute more, and 
to discount where consumers are most price-sensitive, with the consequence that overall 
demand is increased.  As Laffont and Tirole note: 

“It would be absurd (on efficiency grounds) to charge high markups on those services for 
which consumers are not willing to pay much above marginal cost.  Cost recovery should 
place a higher burden on those services with relatively inelastic demands.  The structure of 
markups must thus reflect the structure of demand elasticities.  Furthermore, the cross-
elasticities must also be accounted for.  The structure of prices, though, is no different from 
the one that would be selected by the marketing division of an ordinary firm”.9  

To the extent that the Commission’s proposals require more uniform prices, it would risk 
lower overall service volumes and lower overall consumer welfare.  

                                                

8  Customers living close to national borders may also be expected to make significant number of calls outside 
their home country.  Specialist products often target such customers.  For instance, Transatel offers an 
international roaming product that it claims offers 30%-70% off standard roaming rates in Belgium, France, 
Luxembourg and the Netherlands and enables customers to receive calls for free.     

9  Laffont, J.J. and J. Tirole, Competition in Telecommunications – Munich Lectures in Economics, MIT Press, 
2000, p.63-65. 
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3.1.2. Impact of the ‘Home Pricing’ approach 

In this section, we identify specific effects on consumers of the Commission’s ‘Home 
Pricing’ approach.  As we discuss in this section, the result of the ‘Home Pricing’ 
approach may be that roaming prices do not fall but that many customers lose their 
current option to roam on their standard tariffs. 

Risk of retail prices being set below cost 

The first point to note is that were the ‘Home Pricing’ approach to be applied generally to 
roaming calls within the EU, it would result in retail prices for roaming calls being below 
the cost of supplying those calls in a significant number of cases.  This would apply even 
were wholesale roaming prices to be set in line with costs. As we discuss in this section, 
the potential for retail prices of operators to be below the wholesale costs of other 
operators arises from significant differences in the factors impacting on pricing and costs 
across Member States and even operators in the same Member State. 

An indication of the level of mobile prices in Europe is provided by average revenue per 
minute.10   Merrill Lynch data shows significant variety in average revenue per minute 
figures around a European average of 18 euro cents per minute (for the 15 European 
countries reported).  Average revenue per minute is as low as 9 euro cents per minute in 
Finland.11  On individual post-pay tariffs, operators have been increasingly offering larger 
volumes of inclusive minutes for which the marginal call price is zero.  While pre-pay 
mobile call prices tend to be higher than on post-pay, they can be as low as 9 euro cents 
per minute for calls to any other domestic network at any time.12  Many operators also 
have relatively low prices in off-peak periods and for calls to other customers on the same 
network.   

Calculating the cost of a wholesale roaming call is a complex exercise as the cost is likely 
to vary between operators and Member States amongst other factors.  We note that the 
European Commission found that the average cost of termination of mobile operators that 
have been found to have SMP (and thus expected to be regulated) was 12.64 euro cents 
per minute.13  This is an average cost for only the termination leg of a call and higher 
termination charges may be set during the daytime or where regulators have allowed 
higher charges for smaller operators or operators using particular spectrum.  For 
instance, one operator in Slovenia has set termination charges at 21.84 euro cents per 
minute.    

                                                

10  We note that revenue per minute figures do not provide a perfect comparison of prices as they will also be 
impacted by differences in the mix of services between countries. 

11  Merrill Lynch, “European Wireless Matrix Q4 05”.  Non-euro exchange rates converted based on average rates 
for quarter 4, 2005, from www.oanda.com  

12  Advertised on T-Mobile Austria’s website on 19 April 2006 (this requires a minimum spend per month). 

13  European Commission, 11th Implementation Report, Volume 1, 20 February 2006, p.31. 
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The cost for a whole end-to-end roaming call would also include the origination leg and 
the additional network costs associated with providing roaming services including 
signalling with the home network.  The costs are higher still in relation to pre-pay roaming 
which requires real-time billing.  The cost of pre-pay roaming is also likely to vary 
significantly between operators depending on the system used for real-time billing.  Some 
operators have adopted CAMEL technology which provides an Intelligent Network 
solution to real-time billing where both the home and visited operators have the 
technology.  However, CAMEL technology is costly to implement and other operators rely 
on call-back based roaming which can result in higher costs per call.14  Accordingly, there 
is a significant likelihood that the cost of roaming calls will be substantially above the retail 
prices for domestic services in many cases. 

There are several reasons why retail prices in some Member States can be significantly 
below wholesale costs in other Member States.  First, there are significant differences in 
overall cost conditions for supplying mobile services between Member States (these are 
discussed further in Section 3.2.2).  Second, retail prices for domestic mobile services will 
be set with reference to the particular circumstances of the individual operator.  For 
instance, new entrants often offer low prices to help build their customer bases while their 
network utilisation is low.  On-net call prices that are carried only on the operator’s 
network can also be particularly cheap, especially outside the peak times of that network.  
There is no reason that the circumstances of the local network that drive the pricing of 
domestic mobile services should also apply to different networks in other Member States 
on which customers are roaming. 

In announcing the benchmarking proposal, Commissioner Reding raised the EU 
regulation of cross-border banking payments as an example.  However, there are 
important differences between international roaming services and cross-border banking 
payments that suggest benchmarking regulation of roaming services will be problematic.  
Article 3 of Regulation (EC) No 2560/2001 with respect to cross-border banking payments 
provides that: 

"charges levied by an institution in respect of cross-border electronic payment transactions 
in euro up to EUR 12500 shall be the same as the charges levied by the same institution in 
respect of corresponding payments in euro transacted within the Member State in which 
the establishment of institution executing the cross-border payment transaction is located". 

We note that the cross-border payments regulation addresses three main types of cross-
border payments: credit transfers, card payments and ATM withdrawals.  For credit 
transfers and card payments, both the domestic bank and foreign bank may charge for 
the services they each provide.  The regulation effectively provides that “the charges at 
both ends of the credit transfer (i.e. for the originator and for the beneficiary) have to be 

                                                

14  Call-back based roaming involves the customer dialling a prefix which then requires verification by the home 
network and a credit check being made before the Mobile Switching Centre in the home network calls back the 
customer while simultaneously connecting to the dialled number 
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the same as corresponding national ones.”15  This contrasts with the situation in relation 
to calls initiated by roaming customers in which the home network’s retail prices need to 
cover its own (largely retail) costs as well as the wholesale charges levied by the foreign 
network for the roaming services.  It is this situation that exposes the home network to 
differences between its prices and the costs of the foreign network.   

The situation in respect to ATM withdrawals is somewhat different again.  Under the 
cross-border payments regulation, banks are allowed to impose higher charges for 
customers withdrawing money using a different bank’s ATM network compared with the 
charges levied for withdrawals from its own ATM network.  Home Pricing, in contrast, 
would prevent an operator from imposing a higher charge for customers initiating a call 
using a different (foreign) operator’s network compared with the charges it levies for calls 
initiated on its own network.   

The payments regulation does, however, prevent banks from differentiating the charge for 
withdrawals from other banks’ ATMs depending on whether or not the other bank is in the 
same Member State.  To this extent, it would risk distortions if foreign banks’ interchange 
fees were above those levied by other domestic banks.  Nonetheless, it does at least 
allow banks to separately price for withdrawals on its own network.  The payments 
regulation as it is applied to ATM withdrawals can thus be seen as a less severe form of 
Home Pricing.   

It should also be noted that roaming revenues can account for a significant share of total 
revenues of particular operators.  In contrast, the European Commission has reported a 
figure that cross-border banking transfers account for only 1% of total transfers16 so that 
the impact of regulation on banking revenues would be expected to be a much smaller 
percentage. 

Potential responses to the ‘Home Pricing’ approach 

The imposition of ‘Home Pricing’ on the pricing plans in place today would be likely to 
create arbitrage opportunities that could result in significant losses to mobile operators.   
In particular, operators would risk large losses if retail prices for roaming were to fall 
below wholesale roaming prices.  For instance, consider if an Austrian operator charged 
9 euro cents per minute for a pre-pay local call while a UK operator or service provider 
charged a wholesale price of 18 euro cents per minute for a local call made by customers 
of that Austrian operator when roaming in the UK.  The UK operator could then buy SIM 
cards of the Austrian operator and make large volumes of roaming calls on its network in 

                                                

15  European Commission, Note on the practical aspects of the implementation of article 3 of regulation 2560/2001, 
p.3. 

16  European Commission, Cross-border transfers in euros as from 1 July 2003 - Frequently asked questions, 
26 June 2003. 
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the UK with each call generating wholesale revenue for the UK operator greater than the 
retail prices it would need to pay for the call.17 

Even were operators not to engage in this behaviour, third parties would be expected to 
seek to take advantage of the arbitrage opportunity such as by on-selling pre-pay SIM 
cards from low price countries for customers in highest cost countries to use as their 
normal mobile service.  Either of these situations would not be sustainable as the 
operators in the low price countries would receive retail revenue below the wholesale 
costs that they need to recover.  Mobile operators would be expected to adjust their retail 
prices to prevent such arbitrage opportunities arising.  To avoid the risk of large losses 
under the ‘Home Pricing’ approach, all operators would need to set their retail prices at 
least as high as the highest wholesale roaming price in Europe.  

Even in cases where retail prices remained above costs, the ‘Home Pricing’ approach 
would be expected to change operators’ pricing.  In particular, operators would need to 
price their domestic services (and hence roaming services on tariffs where roaming is 
offered) taking into account the costs of providing both domestic and roaming services.  
To the extent that the costs of providing roaming services remained greater than the cost 
of providing domestic services even after regulation, operators would be expected to raise 
their retail prices.  This would be equivalent to a general cost rise (in this case because 
the nature of the product has changed to also include roaming services).     

Given that the bulk of customers do not make significant volumes of roaming calls, 
operators would be expected to be reluctant to raise retail prices for all customers.  One 
response could be for operators to offer tariff plans that do not allow the option to use 
roaming services (at least in some countries) or that provide for only a limited number of 
roaming calls to be made in any one period.18  Such plans would avoid the need to raise 
the retail prices for domestic mobile services for customers accessing the plans.  These 
plans may appeal to the bulk of customers who only occasionally use roaming services if 
the alternative was higher prices for domestic services.  However, this would mean that 
many customers who currently have the option to use roaming services might end up on 
plans that do not provide this option or that significantly curtail this option.  

Special tariff plans may be introduced for customers who want to roam with higher 
domestic prices (or potentially reduced other service dimensions).  Again, the retail prices 
for domestic and roaming services under these plans would need to be above the highest 
wholesale roaming prices in Europe if customers were to be allowed to roam anywhere in 
Europe.  Customers who mainly travel to countries with relatively low wholesale prices 
could be expected to seek tariff plans that enabled them to only roam in those countries 
and thereby allow somewhat lower prices.  The consequence could be that instead of a 

                                                

17  The UK operator would be expected to minimise its own network costs by making calls in areas of the network 
and at times of the day when the incremental costs are low.   

18  Where roaming calls were offered in these circumstances, their cost would need to be cross-subsidised from 
other services or alternatively recovered in the form of a surcharge for roaming if this is permitted under the 
Home Pricing approach.  
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system of zonal pricing (with higher prices for roaming in higher cost countries), many 
customers may instead forfeit the option to roam altogether in higher cost countries.  

If prices for domestic services on tariff plans that offer roaming were significantly higher 
than the prices for domestic services on other plans then customers who wanted to 
continue to be able to roam would be expected to start having two phones or SIM cards.  
One SIM card would be used for roaming and the other (which does not allow the 
customer to roam) to access lower prices for domestic calls.  The cost of having two 
phones or two numbers for the one phone would need to be considered in evaluating the 
proposal.  Moreover, by effectively separating the prices for roaming calls from the prices 
(on other plans) that are actually used for domestic calls, the outcome could be to 
eliminate any effect of the regulation on reducing roaming prices.  Indeed, if these plans 
have uniform pricing based on the ‘Home Pricing’ approach and enable the customer to 
roam across the EU, prices for roaming in some countries may need to rise to ensure that 
they cover the cost of roaming in all Member States.  

In summary, the application of the Home Pricing approach carries the following risks: 

• Customers who are not frequent users of roaming services may opt to be on tariffs 
which do not allow the ability to roam to avoid higher prices for domestic services on 
tariffs that do allow roaming.  These customers may thus be disadvantaged by the 
proposal as they would lose the option to roam on their standard tariffs.   

• Customers who are frequent users of roaming services may end up carrying two 
phones or SIM cards, one for roaming and for domestic mobile calls.  The cost and 
inconvenience of having two phones or SIM cards (including subscriptions for two 
different numbers) would need to be taken into account in evaluating the impact on 
these customers.  Moreover, with customers effectively using separate pricing plans 
for roaming calls, there is no reason to expect the prices for roaming calls to fall as a 
result of the ‘Home Pricing’ approach.           

3.1.3. Abolition of receiving charge 

The second major regulatory change proposed is the abolition of the receiving charge and 
the requirement that callers should not face an additional charge. 

The direct effect of this proposal would be that mobile operators cannot charge any more 
for a call routed to a customer roaming in another Member State than what is charged for 
a domestic call.  For instance, under the proposal, a customer could call another 
customer that subscribes to the same network but is roaming in a different country at their 
normal on-net call price and without the roaming customer incurring any charge. 

If the proposal were implemented at current market prices, it would be likely to result in 
prices being below costs particularly as: 
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• There are additional costs incurred in the international routing of a call19; and 

• The cost of termination in the other country could be above the cost of termination 
domestically – as the European Commission has noted “There are significant 
differences between the cheapest Mobile Termination Rates in Finland at €-cents 
6.80 per minute and in Slovenia - €-cents 21.84”.20  Even if all termination charges 
were to be regulated in line with a measure of costs, there may still be significant 
differences across the EU reflecting country-specific cost factors, such as population 
density and geographic terrain.    

The consequence of such a situation, in the absence of changes to current price plans, 
would be significant and unsustainable arbitrage opportunities.  For instance, the 
regulation could result in the cost of making a call from Belgium to a customer roaming in 
Italy being cheaper if that customer has a SIM card connected to the Belgian network 
than if the customer has an Italian SIM card.  The proposal would encourage regular 
international callers to provide their called party with a local pre-pay SIM where the call to 
that SIM was cheaper.  Roaming customers wishing to speak to someone in their home 
country may also be encouraged to use call-back to be able to make an international call 
at a lower price if the incoming call price (based on a domestic rate) was lower than the 
outgoing call price (based on an international rate).  Thus the impact of requiring the price 
of one type of international call (i.e. a call to a customer while roaming) to be set at the 
rate for a domestic call, regardless of cost differences, would be to undermine general 
international mobile and fixed call prices.     

There would also be the risk of substantial losses to operators in other ways.  For 
example, on-net prices in Finland tend to be significantly below average mobile 
termination charges in Slovenia.  A Slovenian operator would then have the incentive to 
acquire Finnish SIM cards and use the cards (or on-sell the cards) for making large 
volumes of ‘on-net’ calls from Finland to other SIM cards acquired from the Finnish 
operator that are positioned in Slovenia.  The Finnish operator would need to pay the 
Slovenian operator the Slovenian mobile termination charge (as well as incurring the cost 
for the international transmission of the call) while only receiving revenues based on its 
own on-net price.   

Such arbitrage situations would not be sustainable given their financial impact on 
operators.  To prevent these situations, operators would be likely to set prices for 
domestic calls taking into account the costs of both domestic and international calls.  This 
would be expected to force up the prices for domestic mobile services.  It would also 
result in the costs of customers who make significant volumes of calls to customers that 
are roaming being subsidised by customers who make mainly domestic calls.   

                                                

19  The additional transmission of a call when a customer is roaming is similar to a call diversion service although in 
the case of a call to a roaming customer the diverted call is sent internationally. 

20  European Commission, 11th Implementation Report, Volume 1, 20 February 2006, p.31. 
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A further response may be that operators limit the ability of customers to be called while 
they are roaming.  These tariffs would be expected to offer lower prices for domestic calls 
than tariffs that do offer this service.  Accordingly, they may be attractive to most 
customers who do not expect to receive large numbers of calls while roaming.  This 
would, however, mean that most customers might lose their existing option to be called 
while roaming on their standard tariffs.  These customers may need to call back to their 
home country to access voicemail to hear who tried to call them and then return those 
calls as well – it is not clear that these customers would be better off compared with the 
current system in which they pay a receiving charge but get the call straight away.  To the 
extent that the effect of the proposal is for many customers to switch to plans that do not 
allow them to receive calls while roaming, other customers who can no longer call them 
when they are abroad might also be made worse off.   

For those customers who do want the ability to receive calls while roaming, the prices of 
domestic mobile services on their tariffs would need to be sufficiently high to cover the 
expected cost of the calls received while roaming.  Further, operators may impose 
restrictions to limit the use of these tariffs for regular international calling.  

In summary, the potential effect of the proposal to abolish charges for receiving calls 
could be: 

• Most customers could switch to tariff plans that do not offer the ability to receive calls 
while roaming so as to avoid higher charges on plans that do offer this service.  
These customers would thus lose an option that they currently have.   

• Mobile customers may be generally disadvantaged if operators increased prices for 
domestic mobile service in response to the loss of contribution margins on 
customers receiving calls. 

3.2. IMPACT ON THE TELECOMMUNICATIONS INDUSTRY  

In this section, we consider the impact of the proposed regulation on the mobile industry 
and on the wider telecommunications industry.  We first identify effects of regulation in 
general (including the Commission’s proposals in relation to retail regulation) before 
examining the Commission’s proposal in relation to wholesale regulation.   

3.2.1.   General effects of regulation on the industry  

The immediate effect of roaming regulation is that it will reduce the contribution margins 
that operators receive in providing roaming services.  Operators would not expect to earn 
greater profits from lower roaming prices as otherwise they would already be setting 
these lower prices. 

Financial impact 

While operators can be expected to seek to moderate the financial impact of the 
regulation by raising other prices, operators would still be expected to face a loss in 
overall revenues and profitability.  First, the Commission’s proposed regulation would be 
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likely to require significant changes to the structure of prices across the industry.  
Operators' ability to make these changes will be impacted by factors such as the need to 
review price plans, adapt contractual terms for post-pay customers and the need to 
reprogramme billing systems.  Further, price regulation would also require changes to 
wholesale roaming prices and operators may take time to renegotiate wholesale contracts 
particularly if they are not part of international groups.  Thus, some operators may incur 
significant losses in the transition to the new price structure unless a reasonable transition 
period is allowed before regulation comes into effect. 

A second effect is that regulation may force a change to the structure of prices away from 
the structure that maximizes overall traffic volumes.  In particular, lower prices for roaming 
services may result in only a small increase in roaming traffic as many roaming customers 
are business customers who may be relatively price insensitive.  On the other hand, if 
operators are forced to recover more of their costs from domestic mobile services, higher 
prices for these services may result in a loss in traffic that is greater than the increase in 
roaming traffic.  The net result could be lower overall demand for mobile services.  This 
may create losses if capacity has already been built for growing call volumes. 

Impact on investment and competition 

Lower overall returns to mobile services would be expected to reduce the ongoing level of 
investment in the mobile industry.  For instance, a fall in roaming margins may reduce the 
incentives for upgrading networks in poorer Member States or more remote areas for 
which roaming traffic may be important for the overall economics of the investment.  This 
in turn could harm the local residents of those areas if investment in network quality or 
coverage is reduced. 

A loss in overall market revenues may result in a reduction in the number of players in 
markets in which retail or wholesale roaming revenues are significant.  This would be 
regulatory-induced exit rather than reflecting any underlying efficiency driver.  Operators 
that may be most affected would be operators in major destinations for business and 
leisure travellers.21  The regulation may also risk impacting operators’ revenues more 
widely if its design is left open to the type of opportunities for arbitrage identified in the 
previous section. 

Regulation of roaming services may also harm competition and efficiency in other ways.  
Most directly, regulation runs the risk of undermining the growing competition for roaming 
services being delivered via market developments.  In the absence of regulation, one way 
in which the European industry may develop is through the emergence of more operators 
with a pan-European footprint.  While in the US, many spectrum licences were initially 
issued for state or local areas, since the end of 1999 there has been a trend towards 
operators gaining larger footprints with a key driving force being the incentives for 

                                                

21  In fact, according to research by AT Kearney, the top three European business destinations account for 51% of 
nights spent by European business travellers and the top three European leisure destinations account for 43% 
of nights spent by European leisure travellers. 
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operators to gain a competitive advantage through offering US-wide pricing plans.22  If 
regulation results in all operators in the EU being able to access the same wholesale 
offers, it risks reducing the incentive for cross-border entry and the development of a pan 
European market.  Not only would this be counter to the EU’s single market objectives but 
it may also reduce or delay the realisation of the type of scale economies that are now 
being realised in the US industry.23   

Regulation may also reduce the incentive for the development of new roaming products 
or innovative bilateral deals particularly if gains are required to be provided more widely to 
third parties that do not bring corresponding benefits.     

Regulation also risks altering the pattern of competition more widely in mobile markets by 
affecting different operators within a market to differing degrees or in different ways.  The 
proposal to base retail roaming prices on the prices for domestic mobile services without 
regard to the cost of providing the roaming service can be expected to impact operators 
differently depending on their level of prices for domestic mobile services and the 
wholesale costs they face.  New entrants that currently set lower prices for their domestic 
mobile services to build network utilisation may face difficulties in doing so where those 
prices must also be set with reference to wholesale roaming costs in other countries.   
Independent operators may take longer to renegotiate wholesale agreements compared 
with operators present in several markets in which roaming prices are set as internal 
transfer prices.      

Indeed, a general perverse effect of the Home Pricing approach is that it would impose 
the greater burden on operators that have the lowest domestic mobile prices, i.e. these 
operators may need to reduce their roaming prices or increase their domestic prices the 
most.  Indeed, rather than driving roaming prices down across the EU, the Home Pricing 
approach may instead lead to the prices for domestic mobile services rising most in the 
markets that are currently the most competitive. 

Impact on wider telecommunications sector 

Regulation of roaming services may also have wider impacts across the 
telecommunications sector.  To the extent that regulation forces up the prices of domestic 
mobile services, it would reduce the ability for mobile operators to exert competitive 
pressure on the prices of the fixed incumbent operators.  However, even fixed operators 
may suffer a loss in revenues if customers use roaming calls to access cheaper 
international call prices. 

                                                

22  See FCC, Tenth Annual CMRS Competition Report, 26 September 2005, para. 57. 

23  Ibid. 
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3.2.2. Effect of wholesale regulation 

The Commission proposes that wholesale prices be subject to regulation, potentially in 
the form of cost-oriented obligations, a capping mechanism or charges based on cost 
models. 

Given that the Commission is still to determine the form of wholesale regulation to be 
applied, we first consider the likely impact of cost-based regulation (such as implemented 
by means of cost-oriented obligations or cost modelling).  We then consider issues in 
relation to international benchmarking of costs as an alternative to basing regulation on 
more direct cost estimates. 

Cost-based price regulation    

Many economists and regulators consider that cost-based price regulation should only be 
used in a narrow range of circumstances because it carries substantial risk of regulatory 
error, particularly as regulators do not have perfect information, and the process by which 
regulators seek to obtain cost information can be protracted and distort operators’ 
behaviour.  For instance, Ofcom has stated that “[wholesale] regulation needs to be 
focused on a more limited range of wholesale products than to date – where there are 
real bottlenecks that are likely to endure”.24   Limiting wholesale regulation to enduring 
bottlenecks, or natural monopoly facilities, makes sense only when: 

(i) there is a high risk of monopoly pricing in the absence of regulation; 

(ii) there is little prospect for regulators to promote competition more directly; 
and 

(iii) there is less of a risk that regulation will deter investment compared with 
markets in which entrants may build their own facilities. 

Applying cost-based regulation in other circumstances is likely to generate smaller, if any, 
benefits while still carrying large costs. 

A key initial cost of imposing cost-orientated obligations is the administrative cost of 
developing cost models which can be a significant burden on smaller regulators and 
divert resources from other, potentially more significant, regulatory activities such as 
regulating access to the local loop.  While regulators in a number of countries have 
developed cost models for termination regulation, this is not true for all countries or for all 
operators.  Even where regulation is in place, a variety of approaches have been adopted 
including estimates of costs based on company accounts or bottom-up hypothetical cost 
models or international benchmarking.  There is also significant variation in the detail of 
the costing approaches being developed such as whether 2G or 3G costs are modelled, 
whether high spectrum fees are involved, whether economic depreciation is applied and 
whether a network externality is allowed.  Further, most roaming calls are made back to 

                                                

24  Ofcom, Strategic Telecoms Review – Phase 2 Consultation Document, 18 November 2004, p.6. 
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the home country so existing regulatory cost models would need to be adapted to 
estimate the cost of the international leg, which would vary by destination and by the 
nature of the traffic routing employed by the operator.  In addition, there may be a need to 
account for differences in the cost of roaming for pre-pay and post-pay customers 
because of the need for real-time billing for pre-pay customers. 

Even where cost-based models have been developed, there remains significant risk of 
error as models cannot be expected to capture all of the real-world factors impacting on 
mobile costs.  Particularly, in relation to mobile services, investors have incurred 
significant commercial and technological risks.  Determining the appropriate returns to 
these risks can be difficult and highly contentious.  However, if the cost estimate turns out 
to be below actual costs, new investment may be deterred or services may cease to be 
supplied.  For instance, if a network was at capacity, an operator may prefer to earn 
revenue from an unregulated domestic mobile service rather than from wholesale 
roaming services regulated below cost. 

A key reason put forward by the Commission for an EU-wide approach is that national 
regulators may not have the incentive to regulate appropriately wholesale prices of their 
national operators if the benefit arises to customers in other countries.  Leaving national 
regulators to determine cost-based prices would not appear to solve this problem given 
the significant level of discretion over the detail of costing approaches. 

Cost-based regulation can also have other consequences for efficiency.   Generally, 
regulators require that fixed and common costs be recovered across services by means 
of Equi-Proportionate Mark-Ups (EPMU).  However, if there are significant differences in 
demand elasticities across services, applying EPMU may reduce overall demand and 
welfare.  The imposition of cost-based price regulation can also deter companies from 
investing in new technology that is designed to lower costs.  In particular, the returns to 
that investment may be at risk if prices are then set in line with the lower level of costs in 
the next regulatory period.      

Given these problems, there is little case for applying cost-based regulation unless there 
is expected to be a substantial and enduring market failure in the absence of such 
regulation.  Where a particular national market is already becoming effectively competitive 
then cost-based regulation would carry significant risks of regulatory error without any 
clear benefit. 

Benchmarking of costs 

The impact of international cost benchmarking will depend on how the benchmark is 
determined.  International benchmarking is best where countries are close comparators or 
where adjustments can be made for cost differences between countries.  The lower the 
international benchmark the greater the risk that prices would be set below costs in a 
particular country with the consequence that operators in that country would cease to 
offer wholesale roaming services. 

Differences in supply and demand conditions across operators and Member States can 
lead to significant differences in wholesale roaming costs.  Key factors that could lead to 
cost differences between operators and Member States include: 
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• differences in population density with less densely populated countries potentially 
having many cell-sites that are never fully utilised – there are substantial differences 
in population densities across the EEA ranging from 15 inhabitants per square 
kilometre in Norway to 487 inhabitants per square kilometre in the Netherlands; 

• the overall scale of individual networks, which can impact on the degree to which 
fixed costs can be allocated across customers, e.g. the cost of billing systems, and 
the extent to which the operator has purchasing power with equipment providers – 
the size of networks can vary significantly, for example T-Mobile Germany had 
28.7m subscribers in Q3 2005 while Go in Malta has less than 0.2m subscribers; 

• geographic terrain (e.g. it is costlier to provide coverage for more mountainous 
regions); 

• spectrum allocations; and 

• differences in land and labour costs. 

To the extent that there were significant cost differences between countries that were not 
taken into account in setting wholesale rates, the potential for major distortions would 
arise.  

A separate form of benchmarking would be to link wholesale roaming prices to the 
domestic prices for similar services.  There would be the practical issue of which price to 
use given the large variety of prices for similar calls depending on the monthly charge and 
other tariff features.  In addition, such benchmarking would carry a risk of distorting 
domestic prices.    

Other consequences of wholesale roaming regulation 

A further impact of setting wholesale roaming prices at costs is that it could encourage 
operators to function as MVNOs through wholesale roaming regulation in preference to 
entering as network operators in other countries. This is because there would be a 
substantially lower risk of being able to enter the market as an MVNO paying cost-based 
prices than in entering the market as a network operator. Thus greater retail competition 
may be achieved but this could be at the expense of entry by greater network competition 
over the longer term that could promote competition at both wholesale and retail levels.   

Regulated access for MVNOs may also harm innovation.  For example, the development 
of a new product may require investment at the network level but add value at both the 
retail and network levels.  Such new products may no longer be developed where the 
network owner cannot fully recover the returns to the investment.    

The specific nature of the proposals can also be expected to affect some operators more 
than others. For instance, applying an international benchmark for costs may harm 
operators in countries with relatively high costs due to their small size or low population 
density. 
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Finally, regulation itself will add to the risks of investment in the mobile sector and the 
industry more generally. This is particularly the case given that it is a form of regulation 
that is not based on the established regulatory framework laid down by the European 
Commission for regulation of electronic communications and contradicts key principles of 
that framework such as not regulating unless a thorough market assessment shows that 
there is not effective competition.   

3.3. BROADER ECONOMIC CONSIDERATIONS 

In this final section of the report, we consider some of the broader implications of the 
Commission’s proposals. 

Competitiveness of the European economy 

GSM has been a major achievement for European industry and the ability to roam was a 
key factor in its success as an international standard.  The development of international 
roaming services is also likely to have provided substantial benefits to the wider European 
economy by enabling better communications in industries requiring significant cross-
border travel.  Earlier in this report we identified the potential for the Commission’s 
proposals to perversely reduce the number of customers using roaming services and to 
diminish the current convenience of roaming services.  If the proposals were to have this 
effect, they would harm industries in addition to the telecoms industry and run counter to 
the single market.  Any reduction in investment in the mobile industry or reduced handset 
subsidies may also have wider effects on equipment and handset suppliers. 

As we have noted in the previous section, the regulatory proposals may also be seen to 
raise regulatory risk as the Commission is proposing highly intrusive regulation that is 
likely to reduce directly returns across an entire European industry and with the regulation 
being proposed outside the established regulatory framework.  Such an approach to 
regulation risks deterring investment in the EU more generally.   

Enforceability at European and national level 

We have noted a number of practical issues with the proposed regulation earlier in the 
report.  In particular, the proposals in relation to retail prices for making and receiving 
calls would risk creating significant and unsustainable arbitrage opportunities that would 
generate large losses to operators.  However, eliminating the potential for these 
opportunities would require making exceptions to the general principles and these may 
require extensive regulatory oversight if the regulation is not to be circumvented. 

More generally, the number of mobile operators and tariff plans across the 25 Member 
States of the EU would make the Commission’s proposed regulations extremely difficult 
and costly to enforce.    

Beyond EU issues 

The cross-border nature of roaming requires that the Commission also give consideration 
to the impact of roaming regulation on mobile operators’ relationships with roaming 
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partners outside the EU.  For instance, the proposals may also require reductions in 
wholesale roaming prices for customers from outside the EU as a result of WTO rules or 
through arbitrage opportunities.   

A limit on the wholesale roaming charges of EU operators could reduce their bargaining 
power relative to non-EU mobile operators when negotiating wholesale roaming 
agreements.  This, in turn, could lead to  

• Higher retail roaming charges for EU customers roaming outside the EU; 

• Lower roaming charges for customers of non-EU mobile operators; 

• A deterioration in the terms of trade between the EU and the rest of the world; and 
potentially 

• Multinational customers choosing non-EU mobile operators to be their international 
suppliers of mobile services, as these operators could offer the same roaming rates 
within the EU as EU operators, while offering lower roaming rates outside the EU 
than those that could be offered by EU operators. 

These broader effects of the proposals could harm overall welfare in the European Union 
to the benefit of companies in other parts of the world.  
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Appendix – Background to the report 

This report has been prepared by CRA International.  Founded in 1965, CRA International 
is an economics, finance, and business consulting firm. CRA combines economic and 
financial analysis with expertise in litigation and regulatory support, business strategy and 
planning, market and demand forecasting, policy analysis, and engineering and 
technology management.  CRA International has worked extensively with mobile 
operators on pricing and costs issues, particularly in relation to competition law and 
regulatory proceedings in numerous jurisdictions.  CRA International has also worked for 
the European Commission and with regulators and competition authorities in relation to 
particular issues.    

CRA was commissioned by the GSMA to provide an independent analysis of the likely 
impact of the Commission’s proposals to regulate international roaming services.  The 
views expressed in this report are those of the authors at CRA and do not necessarily 
reflect the views of the GSMA or its members.  
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